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The Financial Health of the Pension Benefit 
Guaranty Corporation (PBGC) 

Summary 

The Pension Benefit Guaranty Corporation (PBGC) is a federal government 
agency created by the Employee Retirement Income Security Act of 1974 (ERISA) 
to protect the pensions of participants covered by most private sector, defined benefit 
pension plans. The PBGC receives no appropriated funds. The agency’s costs are 
offset by the assets of the plans that the PBGC takes over and premiums paid by the 
sponsors of covered pension plans. The premiums are established by Congress. The 
PBGC’s single-employer program posted an all-time high deficit of $23 billion in 
2004; as of September 30, 2006, the deficit was $18 billion. The PBGC discloses an 
additional, off-balance sheet liability for reasonably possible terminations; as of 
September 30, 2006, it was $73 billion. 

Although the PBGC’s net position (measured as assets minus liabilities) 
improved $5.2 billion since 2004, it fell $31.0 billion from 2001 to 2004. Many 
factors have contributed to the PBGC’s worsening financial condition. Primary 
among them was the termination of several large underfunded pension plans between 
2002 and 2005 in the steel and airline industries. Plan terminations by airlines 
continue to threaten the PBGC’s finances. Poor stock market returns (in 2001 and 
2002) and falling interest rates also contributed to the PBGC’s recent problems. 

As the PBGC’s condition worsened, Congress and the Bush Administration 
considered reforms to address the salient issues. On August 17, 2006, the President 
signed the Pension Protection Act as P.L. 109-280. It has been called the most 
comprehensive reform of the nation’s pension laws since the enactment of ERISA. 
The law establishes new rules that strengthen funding requirements for most plans; 
however, it provides funding relief for plans sponsored by commercial airlines. It 
also includes reforms that affect cash balance plans, defined contribution plans, and 
other forms of deferred compensation. 

Although the PBGC currently receives no appropriations, many expect that 
because it insures the pensions of 44 million Americans, its failure could require a 
taxpayer funded bailout. The Government Accountability Office (GAO) added the 
PBGC’s single-employer insurance program to its list of high-risk areas in July of 
2003. As of January 2007, it remains on GAO’s list because of its high deficit and 
because the ultimate impact of recent reforms on the PBGC’s finances is unclear. 

This report focuses on the financial condition of the PBGC and the effects of the 
Pension Protection Act; it will be updated upon major developments affecting the 
PBGC’s financial condition. 
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The Financial Health of the Pension 
Benefit Guaranty Corporation (PBGC) 

Background 1 

The Pension Benefit Guaranty Corporation (PBGC) is a federal government 
agency created by the Employee Retirement Income Security Act (ERISA) of 1974 
to protect the pensions of participants covered by most private sector, defined benefit 
pension plans. The PBGC receives no appropriated funds. The agency’s costs are 
offset by the assets of the plans that the PBGC takes over and premiums paid by the 
sponsors of covered pension plans. PBGC premiums are established by Congress. 

From 2002 to 2005, the termination of several large underfunded pension plans 
sponsored by steel companies and airlines contributed to a steadily worsening 
financial position for the PBGC. Although low interest rates and low stock market 
returns also contributed to the recent losses, the primary threat to the PBGC’s 
financial condition is underfunding in pension plans of financially weak sponsors. 
In some cases, plan terminations were preceded by years of low contributions — or 
no contributions — which significantly increased underfunding. The Pension 
Protection Act of 2006 (PPA) addressed these issues by establishing new pension 
funding rules. 2 



Funded Status of the PBGC Single 
Employer Program 3 

The PBGC’s single-employer program posted a deficit of $23.3 billion as of 
September 30, 2004, the largest deficit in its history. Table 1 illustrates how quickly 
the funded status (or net position) of this program deteriorated and shows the 
program’s status as of September 30, 2006. 



1 Parts of this report are based on an archived CRS Report RL32702, Can the Pension 
Benefit Guaranty Corporation Be Restored to Financial Health?, by Neela Ranade. 

2 For a more information, see CRS Report RL33703, Summary of the Pension Protection Act 
of 2006, by Patrick Purcell, or CRS Report RS22513, Pension Protection Act of 2006: 
Summary of the PBGC Guarantee and Related Provisions , by Jennifer Staman and Erika 
Lunder. 

3 The PBGC covers both single -employer and multiemployer pension plans. Multiemployer 
plans are collectively bargained plans to which more than one company makes contributions. 
The laws and issues relating to multiemployer plans are quite different than for 
single-employer plans. As of September 30, 2006, the single-employer program accounted 
for 96% of the PBGC’s deficit. This report will focus on the single -employer program. 
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Table 1. PBGC Single-Employer Program Funded Status 

(amounts in billions) 





Sept. 30, 
2001 


Sept. 30, 
2002 


Sept. 30, 
2003 


Sept. 30, 
2004 


Sept. 30, 
2005 


Sept. 30, 
2006 


Assets 


$21.8 


$25.4 


$34.0 


$39.0 


$56.5 


$60.0 


Liabilities 


$14.0 


$29.1 


$45.3 


$62.3 


$79.2 


$78.1 


Net position 


$7.7 


($3.6) 


($11.2) 


($23.3) 


($22.8) 


($18.1) 


Net gain (loss) 


— 


($11.4) 


($7.6) 


($12.1) 


$0.5 


$4.6 


Reasonably possible 
exposure 


$10.9 


$35.4 


$83.9 


$96.0 


$108.0 


$73.3 



Sources: PBGC, Annual Management Report, 2006\ PBGC, Annual Reports, 2002-2005. 

Notes: Due to rounding. Assets minus Liabilities may not exactly equal Net position. Definitions for 
the terms used in Table 1 are provided in Appendix A. 

PBGC’s asset sources include premium income, assets obtained from the trusts 
of terminated plans, assets recovered from plan sponsors and investment earnings. 
The PBGC asset holdings include cash, equities (stocks), and fixed income securities 
(bonds). Large losses in the stock market in 2001 and 2002 led the PBGC to change 
its allocation between stocks and bonds starting in 2004. The following press release 
from January 2004 describes the policy change: 

“The PBGC’s liabilities — the fixed annuities the agency must pay to 
participants in trusteed pension plans — are bond-like in nature. PBGC’s 
liabilities move in the opposite direction of interest rates, increasing as interest 
rates fall and decreasing as interest rates rise. Under the new investment policy, 
the PBGC will increase its investment in duration matched fixed-income 
securities over the next two years. As a result, the portion of invested assets 
allocated to equities is expected to decline to between 15 percent and 25 percent 
of total invested assets, from 37 percent as of the end of fiscal year 2003. ” 4 

The liabilities shown in Table 1 include claims for plans that have already 
terminated as well as claims for terminations that the PBGC deemed probable (i.e., 
that the PBGC expected to occur within the next twelve months). In general, these 
terminations are associated with plans whose sponsors are in bankruptcy and are 
unlikely to emerge from bankruptcy as going concerns without terminating their 
pension plans. Other probable claims include plans whose sponsors have indicated 
that they intend to file for a distress plan termination. These liabilities appear on the 
balance sheet of the PBGC’s financial statement. 5 



4 PBGC, “PBGC Announces New Investment Policy,” press release, Jan. 29, 2004, 
[http://www.pbgc.gov/media/news-archive/news-releases/ 2004/pr04-25.html], 

5 For plans that have already terminated, asset and liabilities are reported separately in Table 
1. However, for plans whose terminations are ‘probable,’ liabilities are reported net of 

(continued...) 












































